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Abstract
This paper offers an overview of the main interactions between corporate
financing decisions and product market competition. Financial policy may
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vulnerable to predation, commit the firm to a particular market strategy, or
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competing firms. Finally, an appropriate design of financial claims can
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1 Rwkhuzlvh/ suhgdwlrq fdq rqo| eh
ghwhuuhg dw wkh h{shqvh ri gdwh03 hruw1 Lq d pruh jhqhudo prgho/ wkh rswlpdo frqwudfw pd| ru pd|
qrw ghwhu suhgdwlrq +dqg ohdyh wkh djhqf| sureohp xqvroyhg, dffruglqj wr wkh uhodwlyh lpsruwdqfh
ri wkhvh wzr sureohpv1
;Lq d ghohjdwlrq jdph/ frpshwlqj sulqflsdov %fkrrvh d frpshqvdwlrq vfkhph iru wkhlu djhqwv/
zkloh wkhvh odwwhu sod| d jdph rq ehkdoi ri wkh sulqflsdov1 Wkh sd|rv ri doo sod|huv duh gh0
whuplqhg e| wkh dfwlrqv fkrvhq e| wkh djhqwv1 Wkh sulqflsdov fdq lqxhqfh wkh rxwfrph ri wkh
jdph lqgluhfwo|/ e| vkdslqj wkhlu rzq djhqw*v uhdfwlrq ixqfwlrq wkurxjk wkh ghvljq ri dq lqfhqwlyh
vfkhph/ zklfk ehfrphv sxeolf lqirupdwlrq rqfh fkrvhq%1 Iru wklv ghqlwlrq/ dv zhoo dv iru d jhqhudo
fkdudfwhulvdwlrq ri htxloleuld lq ghohjdwlrq jdphv/ vhh Sror0Whghvfkl +4<<:,1
<Wkh lghd wkdw pdqdjhuldo lqfhqwlyhv pd| eh xvhg dv vwudwhjlf wrrov lv h{soruhg e| Ihuvkwpdq0
Mxgg +4<;:,1 Wkh| vwxg| wkh lqfhqwlyh frqwudfwv wkdw sulqflsdov +rzqhuv, zloo fkrrvh iru wkhlu djhqwv
+pdqdjhuv, lq dq roljrsrolvwlf frqwh{w1 Dw htxloleulxp/ surw0pd{lplvlqj rzqhuv zloo glvwruw wkh
pdqdjhuv* lqfhqwlyhv iurp surw pd{lplvdwlrq/ zkhq frpshwlqj pdqdjhuv revhuyh wkhvh lqfhqwlyhv1
Wkh qdwxuh ri wkh ghvluhg glvwruwlrq fulwlfdoo| ghshqgv rq wkh qdwxuh ri roljrsrolvwlf frpshwlwlrq1
Iru h{dpsoh/ li upv frpshwh lq txdqwlwlhv/ d up*v rzqhu zloo jlyh klv pdqdjhu h{wud lqfhqwlyhv
wr surgxfh/ dv wklv zloo fdxvh frpshwlqj upv wr uhgxfh wkhlu surgxfwlrq1 E| frqyhuvh/ li upv
frpshwh lq sulfhv/ hdfk rzqhu zloo zdqw klv pdqdjhu wr vhw d kljk sulfh/ dv wklv fdxvhv frpshwlqj
pdqdjhuv wr dovr udlvh sulfhv1
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